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exacerbate the disincentive for conservation inherent in current
pricing policies by allowing consumers to see gas prices which
are even farther below alternative energy prices.    These pricing
problems make it more difficult for the U.S. to meet its energy
needs in a least cost fashion.    As discussed in the next section,
policies can be designed to address the new situation created by
substantially higher world oil prices.

2.   Natural Gas Markets

Substantial uncertainties exist about future supply and demand for
natural gas.   The Department's programs operate under the assumption
that if natural gas supply is increased, or if natural  gas demand is
decreased, the gas will be used to displace imported oil  in the
industrial or electric utility sectors.    Consistent with this view,
the Fuel Use Act should be implemented to reflect the oil  import
reduction premium associated with reducing natural  gas use.    The
premium should be applied consistently across all  supplemental  gas
projects as well, with appropriate corrections for environmental
penalties.

3.   Supplemental and Imports

Treatment of supplemental is not always consistent.    While the
cost of supplemental gas supplies is usually compared to the
expected cost of imported oil, the premium for natural  gas has
been applied to some sources of natural gas (unconventional) but
not to others (conventional, Alaskan, High-Btu coal  gas).    Decisions
on LNG projects have explicity considered the security of the source
of supply.

To date, DOE has not specified a broad policy with respect to using
the "old gas cushion" to subsidize new technologies, although the
endorsement of rolling-in the costs of the Great Plains high Btu
coal  gas project is one example of this practice.    Such policies
should be pursued with care because of the efficiency losses which
may be caused on the demand side by such practices.

Given the high prices certain deregulated categories of unconven-
tional  gas can now comnand, it may be appropriate to reconsider
whether the private sector will do much of the R&D currently
being performed by the Government.

B.    NEW POLICIES

Section 123 of the NGPA requires DOE to report to Congress just
prior to decontrol on the state of the natural  gas market.    In
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